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Kacker, Coughlan, & Emerson, 2007; Kaufmann & Dant, 1996; Michael & Combs, 2008;
Shane, 1998, 2001; Shane & Spell, 1998).
The success of franchising as an organizational form has spawned multiple perspectives on why, and in which contexts, franchising provides a superior organizational
alternative and how franchise firms expand through a combination of franchised and
company-owned outlets. Such a predominant focus on the franchise contract and franchise
ownership has overshadowed other important questions, including why many franchises
fail soon after inception, even as others expand successfully, not only in domestic markets
but also internationally (Shane & Spell, 1998). In franchising, performance depends on
the joint actions of two distinct firms, the franchisor and franchisee, legally bound by the
franchise contract. A search for factors that contribute to superior performance warrants
an inquiry into the nature of the partnership between the franchisor and the franchisee,
as well as various other factors that could affect success. Therefore, we focus on the
partnership characteristics of the franchisor–franchisee relationship to uncover specific
issues that could influence franchise expansion into international markets and eventually
affect performance.
Building on Anderson and Narus’s (1990) conceptualization of interfirm relationships
in marketing, we acknowledge that each party in the franchise relationship recognizes the
other’s importance and engages in joint strategic actions to identify and take advantage of
new market entry opportunities. In international expansion, franchisors often engage in
contractual relations with established local companies, designated as master franchisees,
to exploit an international market opportunity. Thus, their partnership is akin to an
interfirm partnership rather than a contract between a franchisor at the firm level and an
individual, entrepreneurial franchisee. Franchisors risk their resources to expand and
develop the franchise concept and its operating system and undertake further risk when
they transfer these resources to franchisees. A franchisor also risks the resources it invests
in the brand and potential losses of brand equity. The franchisee firm risks resources that
it invests to acquire tangible assets and intangible rights that are specific to the franchise.
Both parties are motivated by new market opportunities and engage in innovative behaviors that enable them to exploit those opportunities. Accordingly, franchisor and franchisee firms form a distinct entrepreneurial partnership.
With the conceptual model we elaborate hereafter, we contend that the entrepreneurial
orientations (EOs) and perceived dependence of the franchise partners shape the EOs and
interdependence of the franchise partnership and thus affect franchise expansion in international markets and eventual performance. In the next section, we comment briefly on the
paucity of theories that explain the franchise partnership before elaborating on how the
franchise partnership in international expansion is shaped by the EOs of the partners and
their perceived dependence on each other. We identify the impacts of the partnership on
franchise expansion and then consider several moderating influences in the links among
franchise partnership, expansion, and performance as charted in Figure 1 (for the definitions and potential operationalization of the key constructs, see Table 1). In conclusion,
we draw some implications from our conceptual framework and offer suggestions for
further research.

Franchise Partnership, Franchise Expansion, and Performance
Existing theoretical frameworks on franchising, which focus on the central problem of
assuring coordination, are less effective for explaining entrepreneurial partnerships
between the franchisor and the franchisee in the creation of a new franchise venture.
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Prominent theories that are relevant to understanding franchising, as identified by Baker
and Dant (2008) and Dant and Kaufmann (2003), include resource constraints, agency,
transaction costs economics, signaling, and resource-based views. We provide a summary
of these theories and their implications for the entrepreneurial nature of the franchise
partnership in Table 2.
These theories suggest that franchising creates incentives for coordination (Michael,
2002) and potential for conflicts (Leblebici & Shalley, 1996). Some implications for
franchise partnerships can be gleaned from each theoretical perspective, but these perspectives are limited in two important ways: (1) their focus is primarily on explaining the
viability of franchising as an organizational form, and (2) they are more concerned with
organizational arrangements in franchising. Thus, elaboration of the franchise relationship
and the factors affecting franchise expansion and performance are not directly obtained
from these perspectives. We echo Combs and Ketchen’s (2003) suggestion that theoretical
explanations in franchising need to move beyond these dominant perspectives and
contend that a focus on the entrepreneurship involved in franchise expansion is fertile
ground for understanding its structure and dynamics.
Our conceptualization of the franchise partnership thus follows from the nexus of
franchising and entrepreneurship. Kaufmann and Dant (1998, p. 11) note that franchising
is an “entrepreneurial partnership” that suggests “a much more complex entrepreneurial
role for both franchisor and franchisee.” Shane and Hoy (1996, p. 326) similarly assert that
“franchising is an organizational form which requires one set of entrepreneurs to cooperate with another set of entrepreneurs who purchase the former’s organizational routines.” Thus, franchising is more than an entrepreneurial business venture, because the
business concept and the contractual relationship require an entrepreneurial partnership.
Viewing a franchise partnership as an entrepreneurial partnership enables the explicit
recognition of the orientations and objectives of both the franchisor and the franchisee.

Table 1
Concept Definitions and Suggestions for Operationalization
Concept definitions
EO of the franchisor/franchisee: The processes, practices, and
decision-making activities that lead to new entry. It is
composed of three dimensions: innovativeness,
proactiveness, and risk-taking.

Perceived dependence of the franchisor/franchisee: The extent
to which the party relies on important resources provided by
the other party in the absence of other alternatives.
EO of the franchise partnership: The extent to which the
franchise partners jointly engage in making strategies and
implementing entrepreneurial decisions and actions.

Interdependence of the franchise partnership: The extent to
which both parties to the franchise relationship are
dependent on each other.
Local market knowledge: Knowledge of local market
customers and competitors available to the franchise
partnership.
Marketing capability: The extent to which the partnership is
able to pool and use marketing assets to formulate and
implement competitively superior marketing strategy.
RSI: Investments made by either or both parties that do not
have value outside of the partnership.
Business/market factors: The extent to which the business
environment is favorable to franchising and to the franchise
partnership.
Environmental uncertainty: The extent to which the
environment reflects turbulence and dynamism.
Franchise expansion: The extent to which the franchise has
grown in terms of the speed of expansion, scale of
operations, and geographical scope of expansion.
Franchise performance: Strategic performance in terms of
development of market-based assets that can be harvested
for future performance and current financial performance of
the franchise.

Suggestions for operationalization
Meta-analysis by Rauch et al. (2009) reveals that the original
scale offered by Covin and Slevin (1989) can be refined or
modified without loss of validity. The EO dimensions are
additive, and a summed index can be used. A second-order
latent EO construct is recommended to examine the effects
of EO dimensions on the partnership, partner perceptions,
and behavioral consequences (Wang, 2008).
Perceived dependence can be measured in terms of the
importance of the resources, the extent to which the party
requires them, and the loss incurred if the relationship ended
(Heide & John, 1988; Kumar et al., 1995).
EO can be measured for both franchisor and franchisee, and
EO of the partnership can be obtained as a multiplicative
index. Or, EO items can be modified to measure EO of the
relationship. Alternatively, EO can be measured for one
party, with the perceived EO of the other party measured
through separate questions, then multiplied.
Interdependence can be measured as the sum of both parties’
dependence (Kumar et al., 1995) or as the product of the
dependence of each party (Palmatier et al., 2007).
Li and Calantone’s (1998) scale can be modified to the
franchising context.
Following Vorhies and Morgan (2005), marketing capabilities
can be assessed as marketing planning, implementation,
information management, and marketing mix (4P) strategies.
Following Palmatier et al. (2007), RSI can be assessed as the
time, effort and costs incurred specifically in the
relationship.
Wood and Robertson’s (2000) indicators for screening
international markets can be reformulated for the franchising
context.
John and Weitz (1988) provide a parsimonious five-item scale
that measures volatility and turbulence. Dev and Brown
(1995) review other scales.
Speed can be measured as the number of outlets divided by the
time period. Scale of local market operations is the number
of outlets in the country. Scope can be measured as
geographic dispersion of outlets.
Following Srivastava et al. (1998), market-based assets include
measures for brand equity and customer loyalty. Financial
performance measures include sales, return on investments,
or return on equity.

EO, Entrepreneurial Orientation; RSI, Relationship-Specific Investments.

Both act entrepreneurially in the creation of a new venture, namely the franchise outlet,
and therefore the “extent and role of entrepreneurial activity within the franchise system”
needs to be better understood (Falbe, Dandridge, & Kumar, 1998, p. 127). We explore
franchise partnerships through an entrepreneurship lens to derive implications for expansion in international markets.

Table 2
Franchising Theory and the Franchise Entrepreneurial Partnership
Franchising theory
(exemplars)
Resource constraints (Baker & Dant,
2008; Caves & Murphy, 1976;
Oxenfeldt & Kelly, 1968)

Agency theory (Brickley & Dark, 1987;
Lafontaine, 1992; Rubin, 1978)

Transaction costs economics (Manolis,
Dahlstrom, & Nygaard, 1995;
Windsperger, 2004)

Signaling theory (Dant & Kaufmann,
2003; Gallini & Lutz, 1992)

RBV (Barney, 1991; Barney, Wright, &
Ketchen, 2001)

Description
Firms obtain scarce resources, including
capital, for expansion and growth
through franchising. However,
ownership rather than franchising is
preferred once these resources are
available internally. Also, franchisors
tend to own outlets that generate
greater revenues and profits.
Firms prefer franchising for outlets,
including those in distant locations
that are particularly susceptible to
managerial shirking and high
monitoring costs. Franchise contracts
should align the incentives of the
franchisee with those of the franchisor.
Franchisors seek transaction-specific
investments from franchisees to
safeguard against opportunism and
enhance franchisee bonding. Specific
investments by the franchisor are
needed for dependence balancing and
incentive alignment.
To enlist franchisees, franchisors must
demonstrate their own commitment and
investments, have strong contracts, and
undertake efforts to prop up the value
of the franchise as a whole.
Firm resources are assets, capabilities,
processes, routines, and knowledge.
Habitual entrepreneurship encourages
dynamic capabilities.

Implications for franchise
entrepreneurial partnership
Entrepreneurial capital will be sought by
franchisors seeking rapid growth and
expansion in international markets.
Franchisee’s entrepreneurial role is
largely restricted to risk-taking through
capital investment and management.

Franchisors need to develop contractual
incentives and control systems that
are enforceable in multiple contexts.
Franchise partnership and
entrepreneurship is limited by
contractual rights and responsibilities.
In distant markets, franchisors seek high
initial investments from franchisees to
mitigate the risks of opportunism.
Franchisors must have clear policies
and implementation procedures to
reduce opportunism in the system.
Mutual dependence strengthens the
franchise partnership.
Franchisors should undertake actions that
boost brand equity and profit potential
to attract franchisees that may be
committed to the relationship.
Habitual entrepreneurship creates new
franchise resource configurations and
helps leverage existing franchise
resources in each subsequent franchise
relationship.

RBV, Resource-based View.

Role of Multi-Unit Master Franchising in International Expansion
Most academic research treats the franchisee as an individual entrepreneur, whereas
most franchisees in reality are multi-unit owners. Multi-unit ownership is more prevalent
than individual-unit ownership, and it accounts for a vast majority of franchise systems
(Grünhagen & Mittelstaedt, 2005; Kaufmann & Dant, 1996; Kaufmann & Kim, 1995).
Kaufmann (1996, p. 5) notes that “single-unit franchises are the exception, not the rule.”
The trend toward multi-unit ownership has become even more prevalent in the past two
decades; research by the International Franchise Association suggests that more than 50%
of all franchises are owned by just 20% of franchisees. Some franchisors, such as Einstein
Bros. Bagels, will work only with multi-unit franchisees (Daley, 2010). Thus, franchise
expansion usually involves a new start-up by an existing franchisee, which leverages

corporate efficiencies in resource deployment for start-up, training, management, and
operations (Daley, 2010).
In international markets, franchisors often create partnerships with established firms
in the host market, designated as a master franchisee, who are given the responsibility for
developing the local market through multi-unit ownership or identifying and selling
the rights to individual entrepreneurs within a specific geographic area (Alon, 2006;
Gerhards, 2009; Ryans, Lotz, & Krampf, 1999; Zwisler & Wallman, 2010). Franchisors
partner with master franchisees for multiple outlets because the high costs of adaptations
in countries with vastly different environments may make it impossible for both the
franchisor and the franchisee to recoup their investments from a single outlet (Zwisler &
Wallman). Single-unit franchising is relatively rare, such as when only one or two outlets
are sufficient, as in the case of luxury hotels or resorts in small markets (Zwisler &
Wallman). Yet even these investment requirements might require partnership with a large,
well-capitalized firm, rather than with a prospective individual entrepreneur.
Master franchisees obtain area development rights to set up a specific number of
outlets over a defined period of time, either as their own outlets or subfranchised outlets
(Gerhards, 2009; Zwisler & Wallman, 2010). In either case, the arrangement is similar to
a typical franchisor–franchisee relationship such that the franchisor collects initial fees
and royalties from the master franchisee (Zwisler & Wallman). Most international franchising therefore features two entities—franchisor and franchisees—that seek coordination through the franchise contract. In the emerging market of India, for example, the
French retail chain Carrefour S.A. plans to open 150 hypermarkets through an alliance
with a firm designated as its Indian master franchisee, Future Group (Sharma, 2010).
Domino’s Pizza also plans to open 65 outlets in conjunction with its master franchisee in
India, Jubilant FoodWorks Ltd. (PR Newswire, 2010).
The master franchise arrangement allows for rapid market penetration in a geographical region or country, the acquisition of capital and other resources by the franchisor, the
acquisition and spread of a proven business concept by the master franchisee firm, and
the considerable resource sharing necessary for franchise expansion (Alon, 2006; Ryans
et al., 1999; Zaid, 2010). Because the master franchisee is native to the specific region or
country, it provides crucial support to the franchise partnership, in terms of knowledge of
the local environment and laws, managerial skills for working with local personnel,
cultural knowledge that might affect business practices, and political savvy in dealing with
local governments, beyond the financial capital required for expansion (Ryans et al.). With
these multiple requirements, “many franchisors prefer to do business with established
companies” (Zwisler & Wallman, 2010, p. 11). From the franchisors’ perspective, multiunit ownership involves dealing with one partner in a specific geographical region and
enables better coordination while also entrusting the franchise brand and operations to
experienced and resource-rich franchisees (Daley, 2010). In contrast with the management
problems inherent in monitoring and managing diverse international franchisees, the
franchisor deals only with a limited number of master franchisees (Ryans et al.), which are
often large and established entities in their local markets.
Exploratory research on the international expansion of retail franchisors by Doherty
(2009) suggests that franchisors expand internationally through strategic franchise partner
selection, such that they carefully and systematically seek out franchisee partners, or
through opportunistic franchise partner selection, in which case they respond to prospective franchisees’ inquiries and approaches. The franchisor’s international expansion
efforts can fail if it does not select the right partner as a master franchisee—if the “right
chemistry” does not exist between the two partners (Doherty). Issues of conflict often
involve ex-post contractual terms related to initial fees, royalties, taxes, regional

development obligations, or exclusivity in territory (Zaid, 2010). The franchise partnership also could suffer from control and communication issues if the master franchisee
does not follow the franchisor’s directives or engage sufficiently in local area development
(Ryans et al., 1999). Therefore, it is necessary to ensure that the master franchisee firm
possesses the resources and motivations to engage in joint actions that mutually benefit the
franchise partnership (Heide & John, 1990).
Prior research has shown that multi-unit ownership by franchisees is motivated more
by entrepreneurial motivations than purely investment motivations (Grünhagen & Mittelstaedt, 2005). Entrepreneurship is generally understood as a firm-level process essential
for new entry or the act of entering new or established markets with existing or new
products and services (Lumpkin & Dess, 1996). The key to entrepreneurship is the
recognition of a market (or profit) opportunity and its exploitation through the assembly
of necessary assets (Livesay, 1982). Because multi-unit franchise ownership or area
development essentially involves sequential new entries, entrepreneurial actions are necessary for franchise expansion. The recognition and exploitation of new entry opportunities requires concerted joint actions. Therefore, the EOs of both the franchisor and the
franchisee firms are essential to ensure entrepreneurial dynamics within the franchise
partnership and, eventually, a successful franchise relationship.
Moreover, both firms depend on each other for the realization of specific objectives
such that the perceived dependence of each party, which entails “the need to maintain a
relationship to achieve goals” (Palmatier, Dant, & Grewal, 2007, p. 175), can ensure the
joint actions that lead to superior results (Heide & John, 1990). The franchisor depends
on the franchisee to achieve revenue maximization in a specific geographic region; the
franchisee depends on the franchisor to maintain or enhance the franchise brand’s reputation and receives business and operational support. The perceived dependence of each
party, when balanced, leads to mutual dependence or interdependence (Heide & John,
1988). Research in marketing has studied the impacts of both interdependence and
dependence asymmetry and has concluded that interdependence has positive effects on
relationships, whereas dependence asymmetry exerts negative impacts on performance
(Gundlach & Cadotte, 1994; Palmatier et al.). By recognizing that their interests
are convergent, interdependent franchise partners develop commitment and trust, which
reduces the problems and conflicts in their relationship (Kumar, Scheer, & Steenkamp,
1995). Moreover, interdependence increases the level of adaptation undertaken by franchise partners (Hallen, Johanson, & Seyed-Mohamed, 1991; Hibbard, Kumar, & Stern,
2001), which is critical for new market entry, especially in international markets. In the
following sections, we develop propositions regarding how the EO and interdependence
of a franchise partnership might affect franchise expansions into new, especially international markets.

EO of the Franchise Partnership
Following Covin and Slevin (1989, 1991), Miller and Friesen (1982), and Miller
(1983), Lumpkin and Dess (1996) identified the concept of EO as the single most
important driver of firm-level entrepreneurship. EO is defined as “the processes, practices,
and decision-making activities that lead to new entry” (Lumpkin & Dess, p. 136; see
Table 1). As elaborated by Rauch, Wiklund, Lumpkin, and Frese (2009, p. 762), EO also
involves “strategy-making processes that provide organizations with a basis for entrepreneurial decisions and actions.”
In their comprehensive meta-analysis of two decades of research, Rauch et al. (2009)
note that a vast majority of prior research had studied EO in terms of its three

dimensions—proactiveness, risk-taking, and innovativeness. Proactiveness refers to
opportunity seeking; risk-taking involves committing resources in uncertain environments; and innovativeness is the “predisposition to engage in creativity and experimentation” (Rauch et al., p. 763). Thus, firms that exhibit an EO are more proactive,
risk-taking, and innovative and better able to perceive and act on opportunities for new
entry.
However, success in franchising requires that both the franchisor and the franchisee
firms possess EO. Existing research on franchising has treated franchisor and franchisee
entrepreneurship distinctly. For example, one research stream focuses on the entrepreneurial actions of the franchisor in establishing the franchise and developing brand and
monitoring capabilities that can withstand competitive onslaughts, as well as on the
franchisor’s choice of franchising as an organizational form (Combs & Ketchen, 2003;
Fladmoe-Lindquist, 1996; Shane, 1996, 1998). Another stream of research acknowledges
the franchisee entrepreneurship, with a focus on franchising as merely an entrepreneurial
alternative (Kaufmann, 1999; Peterson & Dant, 1990; Williams, 1998) or on the organizational factors that affect the franchisee’s EO (Falbe et al., 1998). A perspective that
considers the franchise relationship essentially an entrepreneurship partnership, as briefly
recognized by Kaufmann and Dant (1998) and Shane and Hoy (1996), is underexplored
in terms of its effects on franchise expansion and performance.
An EO influences not only the franchisor’s choice of the franchise organization for
expansion but also the selection of specific markets to enter. Franchisors with high EO
should be innovative in their approach to franchising, select the optimal mix of contractual
clauses (e.g., offering exclusivity to franchisees), and engage in business format innovations that are most likely to attract potential franchisees (Azoulay & Shane, 2001). Despite
risky decisions, franchisors with high EO would be more interested in partnering with
entrepreneurial franchisee firms in host countries and in seeking out firms with a proven
track record of business development rather than firms interested in the franchise purely
for investment purposes (Grünhagen & Mittelstaedt, 2005; Zwisler & Wallman, 2010).
Moreover, the decision about how and where to franchise requires high proactivity by the
franchisor.
Similarly, entrepreneurial firms with high EO would prefer franchises that can bring
their innovative abilities and other capabilities to fruition. Such franchisees may even
prefer risky but high-growth franchise ventures to those that allow low but stable growth.
They also would be proactive in reacting to local market demands and requesting adaptations that allow them to cater to such demand (Kaufmann & Eroglu, 1998). For example,
fast-food franchises may alter their products and services to cater to local market tastes
(Kaufmann & Eroglu). Franchisees with high EO are more likely to engage in such
adaptations and maximize local demand to benefit the system as a whole, whereas those
with low EO simply conform to national franchise standards and satisfy only suboptimal
demand (Kaufmann & Eroglu). The franchisor’s EO thus drives innovations in the
business format and the selection of franchisees and markets for new entry, whereas
the franchisee’s EO is important for responding to local market conditions and area
development.
In addition to considering the EO of each partner, we argue for the need to consider
the EO of the relationship. The EO of the franchise relationship can be defined as the
extent to which the partners (i.e., franchisor and the franchisee) jointly engage in developing strategies and implementing entrepreneurial decisions and actions (see Table 1).
Accordingly, it is important that both the franchisor and the franchisee firms have high-EO
mindsets and engage in the innovative, risk-taking, and proactive strategies characteristic
of that orientation. Existing research on EO further highlights the importance of such

orientations for new entry; similarly, relatively high levels of EO in the franchise partnership may be needed to ensure continuous adaptations to local market conditions and
the protection of competitive advantages. Thus, the EO of the relationship is more than
simply a match or fit between the EO of the two partners; rather, each partner’s EO is a
precursor to developing relationship EO.
In turn, the concept of EO is central to understanding entrepreneurship and its impacts
on business performance (Lumpkin & Dess, 1996; Rauch et al., 2009). Strategic management literature reveals that an entrepreneurial culture positively influences a firm’s intentions to expand and pursue new market opportunities (Autio, Sapienza, & Almeida, 2000).
Entrepreneurial risk-taking drives the strategic direction and allocation of resources, and
proactiveness shapes strategic direction by encouraging the exploitation of emerging
opportunities, as well as the creation of first-mover advantages (Dess, Lumpkin, & Covin,
1997). Thus, entrepreneurial behavior facilitates early entrance into new markets for the
franchisor and local market competitive advantages for the franchisee.
In the domain of international franchising, research shows that franchisors that
expand internationally are quite different from those that remain concentrated in domestic
environments (Huszagh, Huszagh, & McIntyre, 1992). The expansion of a franchise
system suggests that franchisee entrepreneurs must become entrepreneurial partners
rather than relying on managers to build the necessary scale and scope of operations.
Product and technological innovations enable the franchise to adapt to different geographic environments (Falbe et al., 1998). In a competitive environment, the EO of
franchisees encourages the creation and enhancement of competitive advantages for
the franchise as a whole (Baucus, Baucus, & Human, 1996). Therefore, the successful
expansion of franchises results from their innovative, risk-taking business models and
customer interactions, often in cooperation with their franchisees.
The immediate impact of relationship EO is on franchise expansion particularly the
speed, scale, and scope of activities undertaken in the franchise system. Summarizing
prior research on franchise success and failures, Shane and Spell (1998) argue that the
faster a franchisor creates multiple outlets, “the greater the chance that . . . [the] chain
would reach a scale to promote its brand name competitively before competitors could
copy its outlet operations” (p. 46). Therefore, the speed of franchise expansion is critical
for success, at least in the initial years of franchise formation, when the probability of
failure is disproportionately high (Shane & Spell).
Entrepreneurship speeds up franchise expansion because of the entrepreneurial partners’ abilities to capitalize on opportunities before competitors can. Franchises with high
EO can accumulate more resources and can quickly learn about new markets (Zahra,
Ireland, & Hitt, 2000), identify and respond to environmental cues faster than competitors
(Wiklund & Shepherd, 2003), and leverage market knowledge resources into market entry
capabilities that maximize speed and efficiency. In research on international expansion by
firms, Knight (2000) observes rapid expansion by entrepreneurial firms and notes a greater
speed and scope of internationalization. Also, evidence of the effect of entrepreneurial
firm characteristics on the choice and speed of firm internationalization has been documented in both developed and developing regions (McAuley, 1999; Zucchella, Palamara,
& Denicolai, 2007). Therefore, we propose:
Proposition 1: Greater EO of the franchise partnership enhances the franchise’s
speed of expansion.
The establishment of multiple outlets early, as is common in partnerships between a
franchisor and a master franchisee, provides economies of scale in operational and
marketing activities for the franchise. Shane, Shankar, and Aravindakshan (2006) argue

that the need to expand the franchise system size, or build the scale of operations, is
central to franchising as a business strategy. For example, as Shane and Spell (1998)
observe, economies of scale in advertising would enable the promotion of brand names at
lower costs per outlet. With the addition of each franchised outlet, the franchise system
as a whole benefits because a bulk of the intangible expenditures of the fast-maturing
franchise gets devoted to system-wide activities for all franchisees, such as brand management, advertising, operations and logistics, and other forms of support. Moreover, the
replication of operational routines to each additional outlet requires only lower costs with
each successive outlet (Shane & Spell).
Because franchises often venture into uncharted territory, the need to minimize the
risks and costs of new ventures often means they operate, at least in the beginning, below
an efficient scale (Shane et al., 2006). Therefore, franchise growth, as indicated by system
size, is important for not only survival but also the mitigation of uncertainties associated
with new venture opportunities (Shane et al.). The EO of the franchise partners enables the
realization of sufficient scale economies early so the franchise can engage fruitfully in the
exploitation of new market opportunities. Moreover, as the system grows, the average cost
of exploiting an opportunity falls, rendering the system more profitable (Shane et al.).
Therefore, scale of operations is an important aspect of franchise expansion that affects
success, and we submit:
Proposition 2: Greater EO of the franchise partnership enhances the franchise’s
scale of expansion.
Franchise expansion in the context of environmental and market diversity, which are
characteristic of international markets, also may demand greater attention to the scope
of activities and operations in multiple markets. First, franchise expansion is usually
associated with greater geographic breadth (Carney & Gedajlovic, 1991). Greater geographic coverage early may reflect not only the need to spread capital and monitoring
costs but also a preemptive competitive strategy (Carney & Gedajlovic). In most retail
and service franchises, each outlet covers only a limited trading area; therefore, geographic expansion requires entrepreneurial identification and exploitation of additional
new market entry opportunities (Julian & Castrogiovanni, 1995). Second, because
expansion into multiple markets may require local adaptations, the scope of operations
of the franchise as a whole may expand with the geographic expansion of the franchise.
In addition to adaptations to product and service offerings, there could be changes to the
business format, such that the format of a mature franchise results from evolution rather
than a one-time innovation (Kaufmann & Eroglu, 1998). Franchise partnerships with
high EO should be more likely to accept the risks associated with extensive adaptations.
Franchise expansion is associated with increasing scope of the franchise system, and we
propose:
Proposition 3: Greater EO of the franchise partnership enhances the franchise’s
scope of expansion.

Interdependence and Franchise Expansion
Franchising research acknowledges the mutual dependence of the franchisor and
franchisee or interdependence in the franchise relationship. In elaborating on the structure
of the franchise contract, Rubin (1978) argues that the franchisee is a distinct firm only
legally, not economically. It is difficult to distinguish the boundaries of the two firms, or
where the role of the franchisor ends and that of the franchisee begins. Further justification

for interdependence comes from Dant and Gundlach (1998), who argue that dependence
should be bilateral. The franchisor and the franchisee are mutually dependent for the
performance of economic objectives and legal obligations. Such dependence is not a curb
on autonomous actions by each party; rather, mutual dependence furthers the joint actions
needed for performance and growth.
The franchise partnership thus benefits from interdependence (Dant & Gundlach,
1998; Stanworth & Curran, 1999), which involves balanced, high levels of dependence of
each party that promote joint actions within the franchise partnership (Heide & John,
1988). Recognition of interdependence in the franchise partnership by both parties
enables them to realize that dependence is not a constraint on autonomy but simply a way
to achieve superordinate or relationship-level objectives. Ultimately, the success of the
franchise system creates a win–win situation for both the franchisor and the franchisee, so
interdependence represents a way to realize convergent objectives.
Interdependence also enhances the relational bonds between the franchisor and the
franchisee and enables better communication in terms of the amount, frequency, and
quality of information shared in the franchise partnership (Mohr, Fisher, & Nevin, 1996).
Communication supports understanding of and achievement of systemic objectives, faster
resolution of relationship and operational problems, and the creation of trust. Although
interdependence may not directly affect performance, it does so through other proximate
drivers (Palmatier et al., 2007). In the context of a franchising partnership, interdependence likely affects franchise expansion in the same manner as EO because a focus on
convergent objectives and joint actions, along with better communications and trust,
enables the franchise to achieve the speed, scale, and scope of operations necessary for
franchise expansion. Therefore, we posit that:
Proposition 4: Greater perceived interdependence in the franchise partnership
enhances the franchise’s expansion in terms of (1) speed, (2) scale, and (3) scope of
operations.

Suggestions for Operationalization
We have argued that a focus on the franchise partnership, rather than any one side of
dyadic relationship between the franchisor and franchisee, helps clarify franchise expansion. Such a focus is relatively sparse in extant franchising research but more common in
the study of marketing channels. The channel relationship, or the relationship between the
firm and its supplier or distributor, is conceptualized as a partnership rather than a vertical
power relationship (Anderson & Narus, 1990). Similarly, even though a franchise contract
undergirds the relationship between the franchisor and the franchisee, their working
relationship is collaborative and geared toward the mutually beneficial success of the
franchise. A partnership perspective therefore provides a better understanding of the joint
actions they undertake to develop new markets and achieve strong performance for the
franchise as a whole. The EO of the franchise partnership enables identification and
exploitation of new market opportunities, and interdependence enables mutual and cooperative interest in expanding the “value pie” that the partners eventually share (Anderson
& Narus; Jap, 1999).
In terms of measuring EO, the meta-analysis by Rauch et al. (2009) suggests that prior
research has usually obtained an EO score by summing the dimensions of innovativeness,
risk-taking, and proactiveness. Moreover, the validity of Covin and Slevin’s (1989) scale
for EO persists when it is carefully modified (Rauch et al.). Therefore, in structural
equation modeling, EO could be a second-order latent construct formed from its

dimensions. For example, Wang (2008) used a modified 11-item scale to measure EO
dimensions and extracted EO as a higher-order construct in a confirmatory factor analysis
model that resulted in a good fit.
Marketing channels literature also provides some precedent for operationalizing the
franchise partnership. In particular, in studies of dyadic relations, convergent and discriminant validity of measures is indicated at the level of the dyad as well as their being
considerable perceptual agreement between each side of the dyad (Anderson & Weitz,
1992; John & Reve, 1982; Reve & Stern, 1986). Similar methods could be used to
operationalize EO and the interdependence of the franchise partnership.
For example, measures might ask both the franchisor and the franchisee to focus on
their relationship and respond to EO items modified to reflect the relationship as opposed to
the EO of each partner. Similarly, measures of the interdependence of franchise partners
should be collected from both sides of the relationship. Thus, direct measures of EO and
interdependence can be incorporated. Alternatively, indirect measures might be created
through multiplicative indices or the use of polynomial regression (for a discussion of the
pros and cons of such methods, see Edwards, 1994; Edwards & Parry, 1993; Kristof, 1996).
In channels research, firm interdependence is operationalized as the product of the
dependence of firm A on firm B and the dependence of firm B on firm A (Jap & Ganesan,
2000; Palmatier et al., 2007). In a similar fashion, we suggest that researchers can
operationalize the EO of the relationship as the product of the EO of the franchisor and the
EO of the franchisee. Interdependence in the relationship can also be operationalized as
the product of the perceived dependence of the franchisor on the franchisee and the
perceived dependence of the franchisee on the franchisor. Data can be obtained from
specific key informants from the franchisor and franchisee firms.
However, to measure firm-specific properties, either side of the dyad likely can
provide adequate information as long as there is no key informant bias (i.e., the position
of the person surveyed cannot influence his or her perspective) and the impact of measure
specificity (i.e., variance due to stable measurement properties, such as wording) is
reduced through careful selection of the key informants and questionnaire construction
(Anderson, Zerrillo, & Wang, 2006). Because EO and dependence are both firm-level
constructs and can be measured as firm-level properties, either side of the partnership can
support data collection. For example, if the franchisor is the informant, its dependence on
the franchisee can be measured first, and then the franchisor’s perceptions of the franchisee’s dependence on it can be gathered from the same source, with subsequent analysis
and controls for common methods bias (Anderson et al.).
Alternatively, the EO of the franchise partnership and interdependence of the franchise partners could be treated as distinct concepts and could be subjected to extensive
measurement development and validation from both sides of the partnership. Measures
that exhibit perceptual agreement (especially when the franchise relationship is strong)
could be used to collect data from one side of the dyad, again with subsequent analysis and
control for common method bias (Doty & Glick, 1998).

Moderating Effects of Franchise Resources
To develop a comprehensive framework of the effects of franchise partnership on
franchise expansion and performance, we also include some moderators identified in prior
literature. We elaborate as well on the impacts on franchise performance.
Research into success factors for franchising has, among other factors, uncovered the
importance of critical resources in the franchise system (Dant et al., 2007; Michael &
Combs, 2008; Shane, 1998; Shane & Spell, 1998). One critical resource for franchise

expansion is the brand name, because franchises that build brand recognition faster and
adopt superior monitoring and administrative policies to protect their brand can expand
faster and realize the benefits of scale and scope that accompanies such expansion
(Fladmoe-Lindquist, 1996; Shane & Spell). Managerial expertise and capital are also
necessary for franchise expansion (Combs, Ketchen, & Hoover, 2004; Dant et al.;
Doherty, 2009). While a strong brand, managerial expertise, and capital may be available
within the partnership, the impact of the franchise partnership on franchise expansion also
requires other critical resources, such as local market knowledge, marketing capability,
and relationship-specific assets.
Local Market Knowledge and Franchise Expansion. Local market knowledge comprises knowledge of customers and competitors in the local market. Research on the
internationalization process suggests that the accumulation of knowledge from international operations results in a greater commitment to geographical expansion, because
market knowledge resources reduce the uncertainty associated with such expansion
efforts, and “knowledge moderates the speed at which perceived opportunity is exploited”
(Oviatt & McDougall, 2005, p. 546). Entrepreneurial strategic choices influence the firm’s
knowledge base (Shane, 2000) and market learning capabilities (Weerawardena, 2003),
increase knowledge accumulation and conversion, and enable the franchise system to
respond better to the market (Griffith, Noble, & Chen, 2006).
Franchise systems that exhibit a high EO accumulate greater market knowledge
resources, which enable them to gain useful new information about customers and competitors (Brockman & Morgan, 2003) and the ability to recognize and exploit business
opportunities and respond innovatively (Shane, 2000). Customer knowledge embodies all
knowledge that the firm possesses about customers’ current and potential needs, which
enables the firm to create superior value (Gatignon & Xuereb, 1997) by satisfying latent
customer needs with innovative products or services (Day, 1994a; Sinkula, 1994). Competitor knowledge instead entails learning about competitors’ products and strategies (Li
& Calantone, 1998) and is an integral part of firm strategy. Knowledge of customers and
competitors also improves the franchise’s speed and expertise in responding to customers.
A customer orientation provides insights into customer preferences (Marinova, 2004), and
a competitor orientation helps the firm identify and respond to competitors’ actions (Day,
1994b; Gatignon & Xuereb; Narver & Slater, 1990). Combining market knowledge with
operational routines as a means to customize products, implement exchanges, and
enhance information should positively influence franchise expansion. Accelerated access
to new markets can be achieved by such knowledge, and the entrepreneurial focus of the
partnership enables it to leverage its cumulative knowledge (Baucus et al., 1996). Therefore, we offer:
Proposition 5a: Greater local market knowledge enhances the impact of the franchise partnership on franchise expansion.
Marketing Capability and Franchise Expansion. To derive value from customer and
competitor knowledge and learning, any knowledge possessed must be effectively disseminated and deployed. The franchisor’s marketing capability plays an important role by
ensuring that market knowledge is internalized to enable innovations within the system
(Li & Cavusgil, 2000). Marketing capabilities are well-coordinated functional marketing
activities achieved through skill, collective learning, and organizational processes (Day,
1994b). Some such capabilities relevant to international franchising include process
innovations that improve the business format or the competitive advantages derived

thereof, as well as product innovations that enable adaptations of the core products and
services to different market environments.
Entrepreneurial franchises exhibit dynamic capabilities that reconfigure and leverage
internal firm resources to create new competencies that provide first-mover advantages
(Michael, 2003). Thus, the entrepreneurial culture of the franchise partnership promotes
first-mover advantages by capitalizing more quickly on new opportunities unrecognized
by competitors and enabling franchise expansion. Superior marketing capabilities, as
evident in better marketing planning, information use, and the development of competitive
marketing mix strategies, enables the partnership to preempt competition in local market
expansion (Vorhies & Morgan, 2005). Therefore, we posit:
Proposition 5b: Greater marketing capability enhances the impact of the franchise
partnership on franchise expansion.
Relationship-Specific Investments (RSIs) and Franchise Expansion. It follows from
the resource-based view (Barney, 1991) that partner firms need to invest in specific RSIs
to build capabilities that create competitive advantages (Dyer & Singh, 1998). These RSIs
are heterogeneous, firm-specific idiosyncratic resources that, when combined, make the
exchange valuable, rare, and difficult to duplicate. Such resources create sustainable
competitive advantages and enable superior outcomes. Dyer and Singh posit that supernormal profits are realized in an exchange relationship when “partners combine,
exchange, or invest in idiosyncratic assets, knowledge, and resources/capabilities” (p.
662). Such interfirm relationships, rich in RSIs, are a source of competitive advantage
(Palmatier et al., 2007; Rindfleisch & Moorman, 2001); the strength of the franchise
partnership itself thus could support the joint actions that preempt the competition.
Although a firm’s resources may be valuable, rare, and inimitable, it is the partnership’s configuration of complementary internal and external resources that creates a
competitive advantage (Barney, 1991). For example, the partnership’s ability to apply
internal resources and sustain superior value in turbulent environments represents a
dynamic capability. When the deliverable is a service, the tacit knowledge and customization required, the complexity of the service, and the specificity of the customized
relationship create ambiguity and decrease the likelihood of duplication (Bharadwaj,
Varadarajan, & Fahy, 1993). In this manner, combining unique firm resources and distinctive service skills within the partnership provides a competitive advantage that enables
the partnership to exploit its served markets profitably (Javalgi, Griffith, & White, 2003).
Therefore, we submit that:
Proposition 5c: Greater investments in RSIs in the partnership enhance the impact of
the franchise partnership on franchise expansion.

Moderating Effects of Business/Market Conditions
Franchising must contend with a myriad of environmental factors that affect the
appropriateness of the franchise in the specific environment. First, although the franchise
contract may be well developed, local laws and regulations, often intended to protect
novice franchisees, may hinder its complete implementation. Second, specific franchise
laws and regulations may have diverse and complex restrictions pertaining to disclosures,
registrations, and relationships, particularly for international expansion (DLA Piper LLP,
2008). Third, even if the legal environment for franchising is favorable, other general
business regulations could affect the local operations of the franchise system. Therefore,

the standardization and adaptations required for franchise expansion could depend on
factors beyond the control of the franchise partners.
For franchisors to recognize new market opportunities, business market conditions
must be favorable in terms of market potential and growth prospects, and the environment
needs to be conducive to a partnering relationship (Stewart, Watson, Carland, & Carland,
1999). For example, in many emerging markets, opportunities abound as consumer
purchasing power and the middle-class consumer segment continue to grow, which favor
the expansion of food and other service businesses for which franchising is a common
organizational arrangement (Schlentrich & Aliouche, 2006; Sumrall, 2003). The presence
of supportive environments, including legal and regulatory environments, market opportunities, and business market conditions, should induce varying effects of an EO on
franchise internationalization (Wood & Robertson, 2000). Therefore:
Proposition 6: The relationship between franchise partnership and franchise expansion is stronger when business/market conditions are favorable.

Moderating Effects of Environmental Uncertainty
Industry and sector environments differ in their degree of turbulence and dynamism,
and some require highly flexible and innovative structures and business models (Eisenhardt & Martin, 2000). A franchise expansion strategy requires coordinated activities
across new, uncertain environments, and environmental turbulence likely affects firm
growth. Strategic orientation has a stronger effect on performance when the firm’s
attributes align with the characteristics of the environment (Ketchen, Thomas, & Snow,
1993). That is, entrepreneurial firms adapt to dynamic environments and exhibit better
performance because they engage in proactive behaviors (Rauch et al., 2009).
Similarly, the franchise partnership’s ability to capitalize on turbulence and gain a
performance advantage requires an examination of and responsiveness to external forces
over time. The franchise partnership, when focused on relational exchanges, can withstand environmental challenges. Empirical evidence suggests that relational exchanges
outperform transaction-based exchanges when environmental uncertainty is high, because
of their flexibility and ability to adapt to new conditions (Palmatier et al., 2007). Successful franchise relationships adapt to market diversity in new and dynamically changing
markets. As uncertainty increases, relationship commitment and trust between the franchise partners promotes shared goals (Palmatier et al.). The franchise’s competencies in
managing its resources to create unique value continually and to thrive in dynamic,
turbulent environments thus are critical to its sustainability and successful global expansion (Michael, 2003; Shane, 1996). In turn, entrepreneurial approaches to unique value
creation should counter the effects of environmental turbulence and promote franchise
expansion. We propose:
Proposition 7: The relationship between the franchise partnership and franchise
expansion is stronger when environmental uncertainty is high.

Influence of Franchise Expansion on Performance
Franchise firms gain scale and scope benefits by exploiting market imperfections and
by maximizing their use of locally generated resources and capabilities across multiple
markets (Hitt, Hoskisson, & Kim, 1997). In our franchising framework, we propose that
geographic expansion positively affects performance through economies of scale (Capon,

Farley, & Hoenig, 1990), scope (Bercovitz & Mitchell, 2007), and speed (Autio et al.,
2000; Zahra et al., 2000). Specifically, scale and scope positively affect sales growth and
return on equity in turbulent environments and enhance firm survival prospects by creating
multiple market synergies.
Franchise performance comprises strategic performance (e.g., brand equity, customer
equity) and financial performance (e.g., sales, profitability, return on investment, shareholder value). Strategic performance relates to the development of market-based assets
that can be harnessed over a longer term to achieve superior financial performance
(Srivastava, Shervani, & Fahey, 1998). Successful franchises leverage a trusted brand and
expand their business model to attain a greater scale and scope of operations for increased
revenues. Once the brand is established in the local market, customers use these trusted
brands as substitutes for product knowledge, turning a brand into a “touch point” that the
firm can use to connect with customers, create value, and enhance loyalty (Bharadwaj
et al., 1993). Leveraging this loyal customer base, the franchise can further expand its
brand equity and customer lifetime equity. With increasing market scope, firms also can
exploit their intangible assets (e.g., brand image, unique firm competencies, human or
physical assets) across multiple markets.
Such is also the case when the franchise expands using master franchisees. Research,
which examines intra-market diversification, indicates that greater regional diversification
positively enhances performance (Qian, Khoury, Peng, & Qian, 2010). In the context of
intra-region franchise expansion or master franchisee agreements, a franchisor reduces
investment risk and monitoring costs by leveraging the master franchisee’s local market
knowledge. Thus, franchisors that expand internationally and intra-regionally would experience lower adaptation, monitoring, and management costs in dealing with a limited
number of master franchisees, which recoups investment costs more quickly for accelerated and profitable expansion.
Expansion yields positive performance benefits because it allows firms to leverage
their internal resources across more markets. Hitt et al. (1997) assert that geographic
expansion increases a firm’s flexibility and bargaining power, with consequent higher
economies of scale and the amortization of the firm’s resource investments over a broader
span of markets. Greater inter-regional diversification offers performance advantages as
capabilities are leveraged to a point before excessive investments and coordination costs
erode profits (Qian et al., 2010). Entrepreneurial franchises possess dynamic capabilities,
which they reconfigure to create additional resources (Covin & Slevin, 1991; Eisenhardt
& Martin, 2000) or influence market changes that promote new forms of competitive
advantage. A focus on the customer and the cocreation of value pushes a firm’s strategy
to evolve with customers’ preferences, even in a dynamic global marketplace (Prahalad &
Ramaswamy, 2004). Therefore, we propose:
Proposition 8: Speed, scale, and scope of franchise expansion have positive effects
on strategic and financial performance.

Moderating Effects on Franchise Expansion and Franchise Performance
Competitive intensity and other environmental factors moderate the effects of franchise expansion on performance (Lu & Beamish, 2001; Zhou, Yim, & Tse, 2005). The
sustained advantages of several U.S.-based fast-food restaurants and hotels in international markets exemplify their ability to thrive in environments marked by frequent
changes in demand preferences, an accelerated pace of technological change, and intense
competition. Their successes result from risky new strategies and innovative business

models that extend their reach and encourage customer loyalty through new forms of
value and customer interactions. The ability to thrive in turbulent environments also
depends on the firm’s capability to align its resources and counter environmental turbulence so as to create differentiated value and persistent advantages. Thus, entrepreneurial
intensity clearly offers a capability-building activity that creates superior performance and
a sustainable competitive advantage (Weerawardena, 2003). In summary, joint actions in
the franchise partnership help overcome environmental challenges and nurture distinctive
skills for sustainable performance advantages, even in turbulent environments. We
propose:
Proposition 9: The relationship between franchise expansion and franchise performance is stronger when environmental uncertainty is high.

Conclusion
In the preceding sections, we have investigated the franchise partnership by noting its
entrepreneurial characteristics and developed a framework that argues that an entrepreneurial partnership is critical for franchise expansion and performance. Some prior
academic research has conceived of the franchisor–franchisee relationship as an entrepreneurial partnership (e.g., Kaufmann & Dant, 1998; Shane & Hoy, 1996); we have
elaborated on the entrepreneurial and interdependence characteristics of the franchise
partnership and extended its effects to franchise expansion, particularly in international
markets. Our conceptualization and the comprehensive model we develop to link the
franchise partnership to franchise expansion and performance sheds additional light on the
factors that are important for successful franchising in international markets. The model
demands empirical validation, and we have offered some suggestions on the operationalization of the key constructs in Table 2. We also offer some possible implications and
suggestions for further research.

Implications for Franchise Strategy
An entrepreneurial focus is critical to successful franchise expansion and to achieve
superior positions; therefore, franchisors must seek out master franchisee firms with high
EO. As Doherty (2009) reveals, there must be chemistry between the franchisor and the
franchisee, and our model maintains that an alignment of EO and interdependence is
essential to create a successful franchise partnership.
Furthermore, the entrepreneurial partnership must focus on developing trust and
enhancing the value of the franchise through appropriate brand-building efforts. A perception of dependence between partners signals their significant stakes in the relationship
and increases interest in maintaining the relationship (Ganesan, 1994; Lusch & Brown,
1996). Interdependence enhances franchise performance, because the partners’ dependence on each other increases their desire to maintain the relationship and the adaptations
they undertake (Hibbard et al., 2001).
Because relationships demand the application of specialized knowledge and skills,
superior value results when both exchange partners invest in RSIs, share knowledge, and
invest in marketing capabilities (Dyer & Singh, 1998; Palmatier et al., 2007). Unique
investments in the relationship that are not easily recovered (Ganesan, 1994) signal a
franchise partner’s commitment and perception of the value of the partnership, which
enhances partners’ desire to maintain the relationship. Strong relationships increase sales

and profits (Palmatier, Dant, Grewal, & Evans, 2006), facilitate innovations, expand
markets, and reduce costs (Rindfleisch & Moorman, 2001). In dynamic, diverse environments, strong franchise relationships, built on mutual goals and trust, perform better in
internationally diverse, highly uncertain, and competitive marketplaces.
In summary, franchise success stems from improving the effectiveness and efficacy of
relationship value creation by managing resources across diverse contexts. A competitive
advantage in franchising derives from the combined effect of entrepreneurial actions and
firm-specific knowledge resources. There is evidence that global franchises create competitive advantages by leveraging managerial capabilities across global markets to recognize, develop, and exploit market information and technology resources that enhance their
capabilities across business processes and create unique value.

Further Research
This article responds to persistent calls for research that goes beyond current dominant perspectives and supports a more integrated view of franchise expansion and performance while delving into the intricacies of the franchisor–franchise relationship (Dant,
2008). This article aims to spur academic research at the nexus of franchising, entrepreneurship, and strategy, especially pertaining to how sustainable competitive advantages in
franchise expansion can be developed through the entrepreneurial and resource-sharing
partnership of the franchisor and franchisee. Our proposed framework suggests that
entrepreneurial approaches to knowledge use and value creation influence the speed,
scale, and scope of franchise internationalization, as well as the development of a sustainable competitive advantage for long-term superior performance.
However, the framework requires empirical testing to confirm its contribution. The
concepts we used to develop our theory have been well examined, with the exception of
our introduction of the partnership EO concept. As we have noted, several approaches
could be used to operationalize and measure this form of EO, some of which are based on
prior research in marketing channels that measures the interdependence of channel partnerships. Further research should examine empirically the relationships we propose in our
framework.
As franchise relationships become more complex due to the influence of intelligent
technologies, unique emerging market conditions, and diverse legal and business environments, franchising research must explore not only the factors needed for superior
competitive performance but also successful adaptations to dynamic and complex international environments. We hope that our model provides useful building blocks for
multidisciplinary research on franchise partnerships, entrepreneurship, expansion, and
performance.
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